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Compilation
& Review

A IC P A

What Service
Do You Need?

How These Accounting Services
Benefit Nonpublic Companies

COMPILATION
Financial Statement Presentation
Useful when no in-house capability for
preparing monthly or quarterly statements.

REVIEW
Inquiry & Analytical Procedures applied
to consider reasonableness of financial
statements
Limited assurance that no material changes
needed. Useful to m anagem ents and others
who want statements to be given a “ does
it make sense?’’ analysis.

Compilation
& Review

AUDIT
Highest level of assurance— includes
confirmation with outside parties, physical
inspection and observation, tracing trans
actions to supporting documents, etc.

KEYED TO NEEDS

The result is CPAs now are able to offer
clients three distinct services involving
financial statements; services keyed to
different needs.
First of all there is the traditional
Audit of financial statements. Required
of publicly held companies by the
Securities and Exchange Commission,
the audit provides the highest level of
assurance about the reliability of finan
cial statements. The independent auditor
expresses an opinion on the financial
statements as a whole.

Opinion on financial statement as a whole.
Useful to those who need an auditor’s report
to be able to rely on the financial statement.

AICPA
American Institute of CPAs
1211 Avenue of the Americas
New York, N.Y. 10036
(212) 575-6200
12/79 (338566) 150M

From time to time, almost every organ
ization—whether it’s a publicly owned
corporation, a privately held business or
a non-profit group—has to report how
the organization is doing financially.
These reports can help investors decide
how to invest, or creditors weigh loan
applications, or management make oper
ating decisions.
The accounting profession has
recognized that different types of enter
prises have different accounting needs,
and that not all users of financial state
ments have the same information needs.
In recognizing these differences, the
profession has developed a set of stand
ards to widen the range of services CPAs
offer relating to financial statements.

American Institute of
Certified Public Accountants

Many private companies have
annual audits. However, many more en
gage CPAs not to perform an audit but
to help prepare the financial statements.
Those companies have received state
ments marked Unaudited without any
written assurance from their CPAs. This
lack of assurance has tended to diminish
the usefulness of such statements to
some users. Now, the profession has
moved to change this.
DEFINES PROCEDURES

There are now two additional services
—termed Compilation and R e v ie w expected to be particularly useful to
smaller, privately held companies. The
new standard defines procedures CPAs
should follow in performing these serv
ices, and importantly, permits the CPA
to indicate the nature of the work per
formed and the level of assurance—
if any—the CPA is willing to express.
Until now CPAs were prohibited from
reporting either the kind of service
offered or procedures followed when an
audit was not performed. And under
those circumstances the CPA issued a
disclaimer stating only that an audit was
not performed and no opinion is
expressed.
Compilation and Review—for
private companies, are explained on the
following pages.

Compilation

Review

Putting financial data obtained from
the company into financial statement format.

Providing a degree of assurance
about the financial statements.

The CPA performs a task comparable
to what a staff accountant would do if
the company had one. He prepares
monthly, quarterly or annual statements.
But the CPA offers no assurance as to
whether material changes would be neces
sary for the statements to conform with
generally accepted accounting principles
because he has simply put data into

conventional form. He does not probe
beneath the surface unless he becomes
aware the data given him is in error or
incomplete. However, before he agrees
to compile financial statements, the
CPA will take a “ common sense’’ look at
the accounting system to decide whether
the client needs other accounting serv
ices, like help in adjusting the books.

Here's what Compilation entails:

A nonpublic company may now engage
a CPA to Review its financial statements
and to issue a report giving a limited
degree of assurance (also applies to
public companies). After applying
inquiry and analytical procedures de
fined in the new standard, the CPA is
permitted to express limited assurance
that material changes are not necessary.

In reliability or usefulness, a
Review falls between the no-assurance
Compilation and the more extensive
assurance of an Audit. A Review may
involve a Compilation, but it goes several
steps beyond.

Here's what Review entails:

The CPA first familiarizes himself with
accounting practices common to that in
dustry, acquires a general understanding
of the client’s transactions and how they
are recorded. Once he has compiled
the financial statements, he is obliged to
give them a professional “second look”
without performing any audit procedures.

That done, the CPA issues a standard
report, a two paragraph report that in
effect says: Financial statements were
compiled, but because they were not
audited or reviewed, no opinion is
expressed.

The accountant is required to have a
working knowledge of the industry and,
importantly, of key aspects of the busi
ness— organization, operating methods,
products and services, etc. He will then
make inquiries related to the financial
statements, for example, record keeping
practices; accounting policies; actions
of the board of directors; changes in

business activities; and subsequent
events. Then he will apply “analytical
procedures” designed to identify unusual
items or trends in the financial state
ments that may need explanation. Essen
tially a Review is designed to see whether
the financial statements “make sense”
without applying Audit-type tests to man
agement’s representations.

If a company decides to omit the
detailed footnote disclosures required
by generally accepted accounting prin
ciples—not to mislead readers, but
perhaps as an economy measure in a
monthly statement—the CPA will add a
third paragraph to his report. That
paragraph points out that “ something

is missing’’ and warns readers that its
presence might have influenced users.
This is another change from the past,
where the CPA was required to mark the
statements “ restricted to internal use.’’
The third paragraph makes it possible —
for the first tim e—to submit these state
ments to creditors or other outsiders.

Two other factors that separate
a Review from a Compilation: the CPA
must be independent of the client and
all appropriate disclosures must be in
cluded in Reviewed financial statements.
Although offering less comfort
than an Audit, Reviews do provide some
assurance. Compilation, the simplest of
the three services, provides no assurances.
In a Review, remember that
balances are not confirmed with banks
or creditors; inventories are not counted;

transactions are not traced to invoices
and evidence of payments. However, in
many instances, the Review—with its
limited assurance—may be adequate for
a client or its creditors.
Users of a Compilation or Review
service provided by the CPA should be
aware that if the CPA is not satisfied that
the objective of the service was accom 
plished, the CPA may decide to withdraw
from the engagement.

